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There are no good excuses for failing to conduct payroll audits of multiemployer benefit 
plans. This article is an excerpt from the second edition of Payroll Auditing: A Guide for 
Multiemployer Plans published this summer.

Excuses, Excuses:  
Why We Don’t Do Payroll Audits

by  |  Lawrence R. Beebe and Philip Vivirito

T
oday, most multiemployer plans recognize the 
necessity and benefits of payroll audits, but a few 
remain that do not perform audits. Here are ten 
excuses plan trustees and administrators give for 
not doing payroll audits and our answers to the 

excuses.
1. Our auditors send out confirmations and get no ex-

ceptions to these confirmations.
To whom do the auditors send these confirmations? If 

they send them to employers, the employers confirm the 
amount they paid, not what they should have paid. If they 
send the confirmation to a plan participant, the participant 

must have accurate records to confirm the amount paid. Few 
participants keep detailed records of the hours they work. In 
addition, many participants do not respond to confirma-
tion requests even when the hours reported are wrong.

What about eligible participants that employers did 
not report? Confirmations aren’t sent to these un-
known persons. Confirmations are also useless 
when an employer and employee conspire not to 
report the hours worked or paid. Perhaps the em-
ployee wants to be paid for fringe benefits in cash 
and the employer agrees to do so. Clearly, confir-
mations do not ensure employers have reported all 

Reproduced with permission from Benefits Magazine, Volume 50, No. 9, September 2013, pages 48-53, 
published by the International Foundation of Employee Benefit Plans (www.ifebp.org), Brookfield, Wis. All 
rights reserved. Statements or opinions expressed in this article are those of the author and do not necessarily 
represent the views or positions of the International Foundation, its officers, directors or staff. No further 
transmission or electronic distribution of this material is permitted. Subscriptions are available 
(www.ifebp.org/subscriptions).

M A G A Z I N E

PU138020
pdf/913



september 2013 benefits magazine 3



benefits magazine september 20134

hours paid or worked in accordance 
with the collective bargaining agree-
ment (CBA).

2. Participants will complain if 
they do not get credit.

Some participants do complain 
when their contribution amount is re-
ported incorrectly. One pension plan 

received a complaint from a participant 
that 40 hours he had worked had not 
been reported. On the other hand, al-
most 2,000 hours he had worked were 
reported properly. During the payroll 
audit, it was discovered that the em-
ployer had failed to report one week 
for every employee. The deficiency was 

approximately $20,000. All plan par-
ticipants had been provided statements 
showing the hours for which the em-
ployer had contributed on their behalf, 
yet none of the others had complained.

Pension plan participants rarely no-
tice that pension or annuity hours have 
not been reported. Since there is no re-
lationship between hours reported and 
benefits for apprenticeship and training 
plans, the chance that these partici-
pants will notice or complain about a 
“shortage” of hours is also very small. 
Those most likely to complain are 
health plan participants who discover 
unreported hours have affected their 
ability to claim medical benefits.

Participants should be sent annual 
statements showing benefit payments 
on their behalf. Moreover, any worker 
complaints submitted to a plan should 
be vigorously pursued—The best way 
to pursue complaints is usually a pay-
roll audit.

3. Our plan has strong internal col-
lection controls.

A plan should have strong inter-
nal controls for its collection process. 
These controls include a collection 
policy and a collection committee that 
insists on compliance with the process. 
Equally important, however, are the 
internal controls of each contributing 
employer—These help ensure all par-
ticipant hours are paid in accordance 
with the CBA. The internal control 
systems of some employers are strong, 
but others are weak. Of course, even 
with a strong set of controls, manage-
ment can override the system and not 
pay the correct amounts due.

4. The union business representa-
tives police all jobs. 

The union business representative’s 
primary responsibility is to represent 

payroll audits

ExAMPlE 1
Needles & Associates, LLC

Needles & Associates, LLC, a CPA firm in Colorado, performed more than 1,500 payroll audits 
from 2003 through 2012. These audits were performed for all types of industries including con-
struction, production, manufacturing and transportation. Statistics on these audits are detailed 
in the table and organized by the three types of audits performed: routine audits, audits due to 
a delinquency in contributions and audits for terminating employers.

Needles collected $3,335,042 for the payroll audits it performed during this period. The 
ratio of contribution underpayments identified to the cost of the audits was almost five to 
one—not including interest and liquidated damages the plans were able to collect as a result 
of the audits. The statistics show that “for-cause payroll audits” (in this instance, audits of 
delinquent employers and terminating employers) can be extremely worthwhile for employee 
benefit plans.

Needles & Associates, LLC Statistics on Payroll Audits  
Performed 2003-2012 

 Total Routine Delinquent Termination

Audits performed 1,548 1,396 102 50

Percentage of audits with  46% 42% 94% 48% 
  underpayments 

Underpayments identified $16,601,356 $7,929,323 $8,344,617 $327,416

Average underpayment per audit  $23,481 $13,508 $86,923 $13,642 
  with underpayments

takeaways >>
•   Few participants keep detailed records of the hours they work, and many do not respond 

to requests to confirm the number of hours employers reported they worked. 

•   Union representatives and shop stewards may not be reliable sources for checking that 
all hours worked have been reported.

•   Honest employers know that payroll audits can expose employers that are not in  
compliance.

•   In most instances, a payroll audit results in the identification and collection of more 
delinquent contributions than the program costs.

•   Even honest employers may be tempted not to report all hours; knowing they eventually 
will be audited may keep them more honest.

•   Plans should be leery of auditors that charge a very low fee to conduct a payroll audit.
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union members working on a job. The 
business representative listens to union 
members and tries to make sure mem-
bers are represented properly in deal-
ings with the employer.

Making sure employers properly 
file remittance reports and make con-
tributions for fringe benefits is sec-
ondary to other union responsibilities. 
How well these tasks are done depends 
on the representative. Some individu-
als do an excellent job monitoring 
benefit plan records and payments, but 
this is not always the case. Some union 
business representatives do nothing in 
this area.

Furthermore, keep in mind that 
union representatives have no respon-
sibility to nonunion members working 
in jobs not covered by the CBA. Some 
employers successfully hide select job-
sites and employees from the business 
representatives. Relying on a union 
business agent is not a valid reason to 
decide not to do payroll audits.

5. Our union has strong shop stew-
ards who know everyone in the union.

Does each employer signed to the 
CBA have a shop steward? Do these 
shop stewards perform equally well? 
Do all stewards have enough time 
and the authority to review employer 
payroll records to ensure hours are 
properly reported? Do they under-
stand the rules for properly reporting 
hours? Do they operate independent-
ly and outside the control of the em-
ployer? Do they believe they have the 
responsibility to report hours paid 
to nonunion employees working un-
der the CBA? Would they know and 
understand how hours should be re-
ported when the employee is working 
outside the jurisdiction of the local 
union?

These questions are not the only 
ones that could be asked. In addition, 
each of these questions must be an-
swered with a “yes” to substitute shop 
stewards for payroll audits. Payroll au-
dits are a much better way to ensure 
employers are reporting hours in ac-
cordance with the CBA.

6. The employers would never let 
us look at their records.

Of all the excuses for not doing pay-
roll audits, this is probably the weak-
est. Normally, an employer signs a 
participation agreement that binds the 
employer to both this agreement and a 
declaration of trust. These documents 
require the employer to make records 
available for a payroll audit.

The majority of employers support 
a vigorous payroll audit program. 

payroll audits

ExAMPlE 2
ABC Manufacturing Industry Pension Plan

For the past eight years, a pension plan we will refer to as the ABC Manufacturing Industry 
Pension Plan has been auditing each of its employers on a three-year cycle. The plan is cur-
rently in the middle of a third cycle of audits. Table I shows some key statistics for audits during 
this period.

Table I 
Audits by Type for ABC Manufacturing Industry Pension Plan

 First Cycle Second Cycle Third Cycle

Total audits performed 270 213 99

Audits with no findings 89 67 23

Audits with findings 181 146 76

Total underpayments $2,069,413 $1,667,685 $664,627

Average underpayment  $11,433 $11,423 $8,745 
   per audit with findings

Total cost of all audits $619,611 $639,885

Ratio of underpayments to audit costs  3.34 to 1  2.61 to 1

Statistics for the ABC Plan were also captured for the percentage of audits with errors that 
occurred most frequently (Table II).

Table II 
Underpayments as Percent of Audits With Different Error Types 
Found for ABC Manufacturing Industry Pension Plan

 First Cycle Second Cycle Third Cycle

Omitted covered employees 14% 21% 21%

Omitted hours 41% 60% 67%

New hires reported late 38% 36% 33%

Omitted vacation 19% 16% 42%

Omitted leased employees 8% 6% 7%

Omitted pay period 8% 10% 12%

Clerical errors  26%  9%  8%
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Honest employers view opening their 
payroll records for a plan auditor as 
an opportunity to show they are com-
plying with the CBA. They recognize 
payroll audits can expose those who 
are not in compliance. Employers that 
are not paying the proper amount for 

fringe benefits have a competitive ad-
vantage over honest employers bid-
ding for new work. To make matters 
worse, honest employers ultimately 
must make larger plan contributions 
to compensate for the employers that 
are not paying their fair share.

7. Our management trustees don’t 
want us to audit employers.

Actually, management trustees for 
plans often insist their companies be 
the first ones audited in each cycle. In 
addition to all the reasons cited for the 
previous excuse, management trustees 
want to prove their honesty so they can 
be diligent in pursuing those who do 
not report accurately or honestly.

8. It is a waste of plan assets to do 
payroll audits.

Yes, a plan can waste assets by per-
forming payroll audits. An ill-conceived 
and/or poorly executed audit program 
is a waste of plan assets. On the other 
hand, a well-planned and well-executed 
audit program is never a waste. From 
a monetary point of view, a success-
ful payroll audit program is worth the  
effort.

In most instances, a payroll audit re-
sults in the identification and collection 
of more delinquent contributions than 
the program costs. The sidebars pro-
vide four real-life examples of payroll 
audit programs. Three of the examples 
make a convincing case that payroll 
audit programs can be economically 
viable. The final example illustrates a 
situation where a payroll audit program 
should be reduced. The plan adminis-
trator or payroll auditor should present 
statistics to trustees at least annually so 
they can judge the effectiveness of their 
plan’s program.

9. All of our employers are honest.
How can any trustee make this 

statement with certainty? Assuming 
this statement is correct, how does 
the plan know all of these “honest em-
ployers” reported their obligations ac-
curately under the CBA? An employer 
may not be interpreting the contract 
terms correctly; for example, the em-

payroll audits

ExAMPlE 3
LMN Manufacturing Industry Benefit Plans

LMN Manufacturing Industry Benefit Plans has approximately 675 employers with about 10% 
audited each year. The table shows the total deficiencies amount identified during each of the 
past nine years compared to the audit fees paid by the plan. As with the example in Example 
2, these amounts do not include liquidated damages and interest assessed on the deficiencies. 
The ratio of deficiencies identified to audit fees over the nine years is more than four to one. 
This payroll audit program is a prudent expenditure for collecting all funds due to the plans.

Ratio of Deficiencies Identified to Audit Fees Paid for LMN 
Manufacturing Industry Benefit Plans

  Deficiencies Audit  
Year Audits Identified Fees Ratio

2004 61 $920,700 $195,905 4.70

2005 62 $964,316 $238,156 4.05

2006 64 $1,378,773 $243,190 5.67

2007 72 $341,627 $185,885 1.84

2008 60 $227,775 $153,190 1.49

2009 87 $1,376,408 $242,179 5.68

2010 77 $1,330,586 $304,045 4.38

2011 64 $1,275,444 $309,171 4.13

2012 56 $623,310 $206,826 3.01

Total 603 $8,438,939 $2,078,547 4.06 

ExAMPlE 4
XYZ 401(k) Plan

There are occasions when numbers indicate too many payroll audits are being performed; 
this was the case for the XYZ 401(k) Plan.

This plan performs payroll audits on contributing employers using a three-year cycle, and 
it is in its third cycle. A total of 94 audits were conducted in the first cycle, 117 audits in 
the second cycle and 51 audits in the third cycle so far. Underpayments identified were 
$138,000 in the first cycle, $80,000 in the second cycle and $208,000 in the third cycle.

In each cycle, two or three audits accounted for half or more of the underpayments identified.

When these statistics were presented to the plan trustees, they decided to reduce the number 
of audits per year.
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ployer may only be reporting up to 40 hours a week in a 
situation where the CBA clearly places no weekly maxi-
mum on the hours for which an employer must contribute. 
In another situation, the employer may not be reporting va-
cation and/or holiday hours because these hours were not 
worked—even though the CBA requires contributions for 
all hours paid.

While most employers may be honest, there are those that 
are not. Consider also that even honest employers are some-
times tempted not to report hours to a plan when they are 
experiencing financial difficulties. Knowing they eventually 
will be audited helps keep employers honest.

10. We used to do payroll audits but we never had any 
findings.

This statement does not make sense when compared with 
the statistics gathered by those that have performed payroll 
audits over a prolonged period. Kurt Needles of Needles and 
Associates, llC (see Example 1) gathered statistics on the 
686 audits he performed from 2001 to 2005: The average au-
dit finding was $7,369.63 in contributions due and 365 of the 
audits performed (53%) had audit findings.

Why didn’t your payroll audit program produce similar 
findings? One reason for the lack of findings may be that 
those doing the audits did not know what they were doing. 
Some audits won’t have findings, but others should have sig-
nificant findings.

Be suspicious when an auditor agrees to do all payroll au-
dits for a very low fee. Assume an audit firm agrees to charge 
$500 for each payroll audit. For this low fee, the auditor won’t 

spend many hours on the average audit, and an auditing firm 
probably won’t assign a competent person to do the job. Our 
firm can’t do even the smallest payroll audit for $500. Per-
haps some others can, but no one can do a complex audit that 
takes several days and could result in significant deficiencies 
for such a small fee.

There simply is no excuse for not performing payroll 
audits of contributing employers. Payroll audits are the 
only way plan trustees can show they are attempting to 
collect all contributions due to their employee benefit 
plan.  

payroll audits
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learn more >>
Education
Benefit Plan Professionals Institute for Accountants
September 16-18, Boston, Massachusetts
Visit www.ifebp.org/accountants for more information.
59th Annual Employee Benefits Conference
October 20-23, Las Vegas, Nevada
Visit www.ifebp.org/usannual for more information.

From the Bookstore
Payroll Auditing: A Guide for Multiemployer Plans,  
Second Edition
Lawrence R. Beebe and Philip Vivirito
International Foundation. 2013.
Visit www.ifebp.org/books.asp?7303 for more details.


